FEC Form 481
FCC Form 481 - Carrier Annual Reporting OMB Centrol No. J060-0086/OMR Contral No. 1060-019
Data Collection Form luby 2013
<010> Study Area Code e
<0155 _Study Area Name ikl S 07
<020> Program Year ey
<030> Contact Name: Person USAC should contact Hichelle Horbeck

with guestions about this data

«<035> Contact Telephone Number: ADE-541-5111
Number ol the person dentitied in data line <030>

<039> Contact Email Address. mrarbockallack oot . com
Email of the persan fied in data line <030

ANNUAL REPORTING FOR ALL CARRIERS

<100> Service Quality Improvement Reporting (complete attoched worksheer)
<200> Outage Reporting (voice) (camplete oltoched workshert)
<210> <~ check box if no cutages to report
<300> Unfulfilled Service Requests (voice) l o |
<310> Detail on Attempts (voice) | | fattach dessrptive document)
<320> Unfulfilled Service Requests (broadband)
<330= Detail on pts (broadband) | fattach )
<400> Mumber of Complaints per 1,000 customers (voice)
<410» Fixed 6.0
<a20> Mabile
<430> Number of Complaints per 1,000 cust: s [broadband)
<l Fixed 0.0
=g _— —
<500> Service Quality Standards & Consumer Protection Rules Comphance feheck to indfcote cevtification)
<S10>  yeiicemesie Tottached desdraitive docuament)
«<600> Functionality in Emergency Situations [check ta indeate cornfication)
<610> smi’ommtsio fottoched descriptive document)
<700» Company Price Offerings |volce) feomplete ottoched worksheet]
<M0> C ¥ Price Offerings (broadband) [eamplete attached workiheet)
«800> Operating Companies and Affiliates fromplete oitoshed worksheet]
<9005 Tribal Land Offerings (Y/N)? @ if yes, complete attached workiheet)
<1000> Voice Services Rate Comparability [eheck 10 indicate certification)
<1010> (mtbach descriptive document)
<1100> Terrestrial Backhaul [Y/N)? @ O {if mot, eheek to indicate cortification)
<1110> (romplete attached workshees)
«1200> Terms and Condition for Lifeline Customers frompirtr otimched workubees)
Price Cap Carriers, Proceed to Price Cap Additional Documentation Worksheet
Including Rate-of-Retum Carniers affiliated with Price Cap Local Exchange Corriers
<2000> fehech to ingote cortification)
=2005> leamgdete attached workiheet)
Rate of Return Carriers, Proceed to ROR Additional Documentation Warksheet
<3000> feheck ta indicate crrtification) l\;\\\\‘l
<3005 feompdete attached worksheet) ';\\\\.\\;I

VR0
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(100} Service Quality Improvement Reporting FCC Form 481
Data Collection Form OMB Control No. 3060-0986/0MB Control No. 3050-0819
July 2013
<010> Study Area Code Foa0s
<015%>  Study Area Name BLACKFDOT TEL - CFT
<020> Program Year 2014
<030> Contact Name - Person USAC shauld contact regarding this data Michelle Horbeck
<035>  Contact Telephone Number - Number of person |dentified in data line <030> 496-541-5131
<03%9> Contact Email Address - Email Address of person identified in data line <030> =norbeckablackfoot.com
<110» Has your company received its ETC certification from the FCC? {yes /no) O @
If your answer to Line <110> is yes, do you have an existing §54.202(a) "5
<11l> yearplan” filed with the FCC? (ves /no) O @
If your answer to Line <111>is yes, then you are required to file a progress
report, on line <112> delineating the status of your company’s existing §
54.202(a) "5 year plan” on file with the FCC, as it relates to your provision of
voice telephony service.
¢117> Attach Five-Year Service Quality Impro Plan or, in sub Yyears,
your annual progress report filed pursuant to 47 C.F.R. §54.313(a)(1). Ifyour companyisa
CETC which only receives frozen support, your progress report is anly
required to address voice telephony service.
Name of Attached Document {.pdf)
Please check these boxes below to confirm that the attached POF, on line
112, contains a progress report on its five-year service quality improvement
plan pursuant to § 54.202(a). The information shall be submitted at the wire
center level or census block as appropriate,
<113> Maps detailing progress towards meeting plan targets
<114>  Report how much universal service {USF) support was received
<115> How [(USF) was used to imprave service quality :
<116> How [USF)was used to improve service coverage
<117> How {USF) was used to improve service capacity
<118> Provide an explanation of network improvement targets not met

in the prior calendar year.

1002013
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Page 3

[200] Service Dutage Reporting (Voice) FCC Farm 481
Data Callection Form OMB Control No. 3060-0986/0MB Control No, 3060-0819
July 2013
Study Area Code #R 32V
Study Area Mame BLACKFOOT TEL - CFT
Program Year 2014
Contact Hame - Person USAT should contact regarding this data Hichalle Norbeck
Contact Telephane Number - Number of person identified in data line <030> 406-531-5131
Contact Email Address - Email Address of parson identified in data line <030 mnorbeckablackfoot .com
<3205 <ax <bis <b2> <h3> <hd> <cis L <> <o <f> <g> <h>
| NORS Did This Qutage
Reference | Outage Start | Outage Start | Outage End | OQutage End Number of 911 Facilities Service Qutage Affect Multiple
Number Date Time Date Time Customers Affected | Total Number of Affected Description (Check Study Areas Service Outage Preventative
C (Yes / No) all that apply| {Yes [ No) R i Procedures

See-attach

TRSHEeT —

12013
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Faje d

{700) Price Offerings including Voice Rate Data FCC Form 481
Data Collection Form OMB Control No. 3060-0986/0MB Control No. 3060-0819
July 2013
<010 Study Area Code e
<015> Study Area Namae BLACKFOOT TEL - CFT
<020>  Program Year 2013
<030> _ Contact Name - Person USAC should contact regarding this data WiRble: Waheck
035>  Contact Telephone Number - Number of person identified in data |ine <030> 406-541-5131
<039>  Contact Email Address - Email Address of person identified in data line <030> mnorbecksblackfost . com
<701>  Residential Local Service Charge Effective Date /142002
<I0Z>  Single State-wide Residential Local Service Charge
<03 <al> <al> <ad> <bl> <bZ> <h3> <bds> <h5> <L
Residentlal Local Mandatory Extended Area [
State Exch [ILEC) SAC (CETC) Rate Type Service Rate State Subscriber Line Charge | State Universal Service Fee Service Charge Total per line Rates and Fee_l_
-- See atthched worksheet

T3
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(710) Broadband Price Offerings FCC Form 481
Data Collection Form OMB Control No. SOMBGJCIME Control Ne. 30600319
July 2013

2010>  Study Area Code 4833108

<015>  Study Area Name BLACKFCOT TEL - CFT

<020= Program Year 014

<030=  Contact Name - Person USAC should contact regarding this data Hichelle Nozbeck

<35>  Contact 1eipphone Number - Number of person identified in data ling <030> #96-343-31a2

<039 Contact Emall Address - Email Address of person ldentified in data line <030> mnorbeckéblackfvat.com

cTLix <al> <al> <hl> <h2> <c> <di> <d2> <d3> <dd>

Broadband Service - Usage Allowance
State Regulated o] load Speed dband Service - | Usage Allowance Actian Taken When
State Exchange [ILEC) R ial Rate Fees Total Rate and Fees (Mibps) Upload Speed (Mbps| (GB) Limit hed {selrer |

1ooem3
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(800) Operating Companies
Data Collection Form

FCC Form 481

OMB Control No. 3060-0986/0OMB Control No. 3060-081%

July 2013
<010>  Study Area Code it
<015>  Study Area Name BLACKFOOT TEL - CFT
<020> Program Year 2014
<030> Contact Name - Person USAC should contact regarding this data Michelle Norbeck
<03%>» Contact Teleghane Number - Number of person identified in data line <030> 406-541-5131
<3¥>  Contact Emanl Address - Email Address of person identified in data line <030> mnorbecksblackioor.com
<810> Reparting Carrier flackioot Telephone Cooperative, Inc
<811> holding Company
<81I» Dperating Company Blackfoor Telephone Cooperacive, Iag,
813> <al> <ai> <ad>
Affiliates SAC

Doing Business As Company or Brand Designation

fal

4d R 1
gl Toid WUT RS
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(900) Tribal Lands Reporting FCC Form 481
Data Collection Form OMB Control No. 3060-0986/0MB Control No. 3060-0813
July 2013
<{010> Study Area Code 481308
<015> Study Area Name BLACKFOOT TEL - CFT
<020>= Program Year 2014
<030> Contact Name - Person USAC should contact regarding this data Hichelle Norbeck
<035> Contact Telephone Number - Number of person identified in data line <030> 40§-341-5131
039> Contact Email Address - Email Address of person identified in data line <030>  snorbecksblackEoar  con
<910> Tribal Land{s) on which ETC Serves
<920> Tribal Govarnmant Engagement Obligation
Mame of Attached Document (.pdf)

If your company serves Tribal lands, please select (Yes,No, NA) for

each these boxes to confirm the status described on the attached

PDF, an lire 920, demonstrates coordination with the Tribal

government pursuant to § 54.313{a)(9) includes:

Select
(Yes,No,
NA)
<821>  Needs assessment and deployment planning with a focus on Tribal
community anchor institutions; Q\\\ "

<922>  Feasibility and sustainability planning;
<9235 Marketing services in a culturally sensitive manner;
<924> Compliance with Rights of way processes
<935> Compliance with Land Use permitting requirements
<926> Compliance with Facilities Siting rules
<927> Compliance with Environmental Review processes
<928> Compliance with Cultural Preservation review processes
<929> Compliance with Tribal Business and Licensing requirements.

101072013 Page 7



Page B

(1100) No Terrestrial Backhaul Reporting
Data Collection Form

FCC Form 481

‘OMB Control No. 3060-0986/0MB Control No. 3060-0819
July 2013

<010> tudy Araa Code 83an8
<015> Study Area Name BLACKFQOT TEL - CFT
<020> Program Year 2014
<030> Contact Name - Person USAC should contact regarding this data Michelle Horbeck
<035> Contact Telephone Number - Number of person identified in data line <030>  4ps-s41-5132
<03%> Contact Email Address - Email Address of person identified in data line <0307  miwcbwohsliach o sum
Please check this box to confirm no terrestrial backhaul
<1120> options exist within the supported area pursuant 10 § 54.313(G)
Please check this box to confirm the reporting carrier offers
<1130 broadband service of at least 1 Mbps downstream and 256 kbps

upstream within the supported area pursuant to § 54.313(G)

100203
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(1200) Terms and Condition for Lifeline Customers ECC Form 481
Lifeline OMB Control No. 3060-0986/0MB Control No. 3060-0819
Data Collection Form July 2013

<010>  Study Area Code 83308

<015> Study Area Name BELACKFCOT TEL - CFT

<020> Program Year 1014

<030> Contact Name - Person USAC should contact regarding this data Michells Narback

<035> Contact Telephone Number - Number of person identified in data line <030>  496-83%-5131
<039> Contact Emall Address - Email Address of person identified in data line <030>  masrbechiblachisor. com

<1210> Terms & Conditions of Voice Telephony Lifeline Plans

Name of attached document {.pdf]

. "y S *E Jraai 5. g 1
<1220> Link to Public Website HTTP htep: /Swww . blackioot .com/residantial-services. shtml

“Please check these boxes below to confirm that the attached PDF,
on line 1210, or the website listed, on line 1220,

cantains the required information pursuant to §

54.432(a)(2) annual reporting for ETCs receiving low-income
suppaort, carriers must annually report:

<1221> Information describing the terms and conditions of anyvoice || v ||
telephony service plans offered to Lifeline subscribers,

<1222> Details on the number of minutes provided as part of the plan, 1

<1223> Additional charges for toll calls, and rates for each such plan.

10102013 Page &
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Page 1

(3000 Rate Of Return wmﬁmlmum Fa‘.l’-éi'm-lal

Data Collection Form OB Cantrol No, 3060-0986/0MB Control Na. 10600819
Ju},ma
«010>  Study Area Code Al1d
15> Study Area Name BLACKFOOT TEL - CFT
020> Pragram Yeat 1014
«B30>  Contas Name - Person USAC should contact regarding this cata Hichelle Noxbeck
“sse  Contac Telephone Numier - Number of person ifentified i datu ine <030 406-541-5131
#0538  Contaet Email Address - Email Address of person identified in data line <030> _smorbeckiablackfoor . com
v i® ST v

CHECK the boaes below to note compliance an its five year service guality plan 1mumn 47 CFR § 54.202{a) | and, ’wnﬂvmlvmld carmiers, ensuring
CFR § 54.313(f)|2). | further centify that the infarmation reported on this form and in the dacuments attachad bolow b accarate.

set forthin 47

Progress Beport en S Year Plan

130901 Mhleiane Cernficatan (47 CFR § S4.313(MNE)0} Hame of Attathed Document Liting Required infarmation
Feaset chech this box vo canfitm that the anached POF . on line 2012, L |

contams the rezured mformation pursaant to § 55303 (M), as e
VIBIE)  regcmpemint of CAF Phask || support shall jrovide the number, names, and

addressos ol anchor to which bagan g

acpess 10 Srgadband servepe in the praceding calendar year,

LiDIF) Communily Anchor nanisutions (87 CER & S4. 303001 ){4]| Name of Hy d Inf: i
1AB13) i your company 3 Privately Held ROR Carrier (47 CFRLE 52.3131152))
13014) Iy dows yout company fle the AUS annual repert

Firase chiech Ihese baxes to confiem that the attached DF, on line 3017,

sontaing the regured information pariuant to § 5431300 [0 compliange

feguet e

Lngey Mt copy of e annual RUS reports (Operatng Report for D
Telmcommuniatins Borrowers)

(i0le|  FOF of Balance Shest. Income Statemont and Statement af Cash Flown m

13017)  thwe reyponse [ ves = hap 3012, stach your company's RUS sanual

; yepart wng all requined docamentation Narre of Attached Document Listing Reguired

G0ME| b rospanse bs ne i e 3004, s yaur comgany audited? L iresinol

1 e respomese o yes on ke 301E, phoase check the boxes below o
canfirm your submisian, on bne 3026 pursuant to § 54.313(7{2), contains

[3019) Eithier a copy of ther audited inancisl statement; or {2) 3 finandial report
T inatermat cemparable 1o RUS Dpsérating Reaort for Telecammunications
(s030)  POF ot Balance Shewt, Income Statemunt and Statement ef Cash Flows

(3021 Managamon letar ssand by the centified pubkc
that performed the company's financial augit.

I ine sespanse s 0 or koe 3018, please check the boxes below

1 comdirm your submission, on Ting 3016 pursuant to § 53 313(12],
cankn

Capy el thea lianeial statemant wish has een subject 1o review by an
independent certified putlic sccountant, o 2 a hranoal regartma

c

a0

¥ logernut camoaratle 10 RUS Operatng Report lor Telecommunications
Borrawers
ittt bying sl semation sobjected 1o 3 rewew by an indépendent certifled

g npriEn |

Uivctetbarg ontaemanon subjected te an officer certificanon B

G325 PDE @ Balance Shedt, weome Sistement and Statement of Cavh Flows

(3026 Attach the worksheo! ksting required wfgrmation Mame af Attached Cocumant Lsting Anquited infermati SRNITAmEIN26

Page 11
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Page 12

Certification - Reporting Carrier FCCFotm 481
Data Collection Form OMB Control No. 3060-0986/0MB Control No, 3060-0819
luly 2013

481508
<010>  Study Area Code

<015  Study Area Name BLACKFOOT TEL - CFT

<0205 Program Viar ol
<030> Contact Mama - Person USAL should contact regarding this data

035> Contact Telephane Number - Number of person identified in data ine <030> 4063413131

039> Contact Ermail Address - Emal Address of parsan identifiad in data ine 030> ™erbeckiblackioot . com

Michells Norback

TO BE COMPLETED BY THE REPORTING CARRIER, IF THE REPORTING CARRIER IS FILING ANNUAL REPORTING ON ITS OWN BEHALF:

Certification of Officer as to the Accuracy of the Data Reported for the Annual Reporting for CAF or LI Recipients

[ certify that | am an officer of the reporting carrler; my responsibilities include R the v of the annual rep i requi for service support
iple and, to the best of my k fedge, the inf i ported an this form and in any attachments ls accurate.
[Name of Reporting Carrier BLACKFOOT TRL - COFT
CERTIFIED OHLINE Date

of Authorized Officer:

inted name of Authorized Dfficer; *ioBelie Norback

tla or position of Autharized Oficer: Carrime and Regulatory Speclallac

A0R=541-5101

Telephone number of Authorized Officer

Area Code of Reporting Carrier: 481208 Filing Due Date for this farm: 1o/15/2013

Piersons willlully making false statements on this form can be by fine or under the © lons Act of 1934, 47 W5.C 54 502, 503(b). or fine or imprisonment
under Title 18 of the United States Code, 18 U.S.C. § 1001

151020173 Page 12
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Certification - Agent / Carrier FCC Form 481

Data Collection Farm OMB Controf No. 3060-0986/DMB Contrel No.  3060-0819
July 2013
<010>  Study Ares Code S
<015>  Study Area Name SLACKFOUT TEL - CFT
<020>  Program Year 2014
<030> _ Contact Name - Persan USAC should contact regarding this data Michelle Horbeck

<035  Contact Telephane Numbor - Number of person identified in data ling <030> 406541 5131

<039>  Contact Email Address - Email Address of persan identified in data line <030> __ mhosbuckiblack oot com

TO BE COMPLETED BY THE REPORTING CARRIER, IF AN AGENT IS FILING ANNUAL REPORTS ON THE CARRIER'S BEHALF:

Certification of Officer to Authorize an Agent to File Annual Reports for CAF or LI Reclpients on Behalf of Reporting Carriar

| certify that (Nama of Agent) is te subimil the infy i p on behalf of the rapoarting carrier. |
also certify that | am an officer of the reporting carrier; my resp includa the of the annual data q p fod to the authorized
agent; and, to the best of my knowledge, the reperts and data § 1 to the izod agent is

Name of Agent:

Wame of R Ing Carrier:

Signature of Authonzed Officer Date:

Printed name of Authorized Officer:

Title ar Einiﬂn al Authorized Offlcer;

Teleph number of Autharited Officor;

Study Area Code of Reporting Carrier: Filing Due Date for this form:

Persans willlully making {abe statements on this form can be purished by fine or forfeiture under the Communications At of 1934, 47 US.C &5 502, S0HLL or fine or imprisonment
wnder Title 18 of the United S1ates Cade, 18 USC § 1001

TO BE COMPLETED BY THE AUTHORIZED AGENT:

Certification of Agent Authorized to File Annual Reports for CAF or LI Recipients on Behalf of Reporting Carrier

|, a5 agent for the reporting carrier, certily that | am suthorized to submit the annual reports for universal service support reciplents on hehall of the reporting carrier; | have provided
the data reported herein based on data provided by the reporting carrier; and, to the best of my e, the infe i P d herein is

Mame of Reporting Carrier

Name of Authorized Agent or Employee o Agent:
‘_sl_gnalum_‘n_!_ﬂgt_}lc_gggu Agent or Employee of Agant: Duate:

Printed name of Autharized Agent or Emplayee of Agent:

 Tithe o position of Authanzed Agent or Employee of Agent
Telephane number of Authorized Agent of Employee of Agent:

Stualy Area Code of Reporting Carrier Filing Due Date for this form:

Peesons willlully making false statements an this form can be punithed by fine o forfy under the Ci Actafl 1934, A7 US.C §§ 502, 503{b), or fine or impronment under Tille
18 of the United States Code, 18 US.C 5 1001,

Papge 14
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Service Quality Standards & Consumer Protection Rules
Compliance

October 9, 2013
Michelle Norbeck
Carrier & Regulatory Specialist
Blackfoot Telecommunications Group

Blackfoot Telecommunications Group comprised of Blackfoot Telephone Cooperative, Inc. (SAC
482235 and 483308) and Fremont Telcom Co. (SAC 472222) has implemented a variety of
service quality standards and consumer protection policies and procedures. This document
provides a high level description of the measures in place to.

Service Quality

The companies comply with service quality standards by meeting all requirements in the
Administrative Rules of Montana 38.5.3371 and Idaho Administrative Code |.D.A.P.A.
31.41.01.500, as well as, all applicable federal consumer protection rules.

Consumer Protection

The companies comply with consumer protection obligations by meeting requirements in
Administrative Code |.D.A.P.A. 31.41.01, applicable consumer protection regulation in the state
of Montana, as well as, all federal consumer protection rules. The companies general practice
is to treat all information as if it were private, in addition CPNI and Red Flag policies and
procedures are observed and trained on annually. CALEA obligations and processes are strictly
adhered to. Noticing is undertaken annually in relation to do not call and call before you dig.
Noticing of rate changes is provided to educate customers about changes appearing on their
bills regardless of the jurisdiction or regulated nature of the service.



Functionality in Emergency Situations

October 8, 2013
Frank Creasia
VP Network Operations

Blackfoot Telecommunications Group

This document provides a high level description of the measures in place to provide
functionality in Emergency situations in the Blackfoot, Clarkfork and Fremont study
areas.

Central Offices in all 3 study areas are equipped with backup generators in the event of
commercial AC power failures. Fuel supplies for these generators are adequate for 24-
36 hours of operation and back up batteries located in each central office provide an
additional 6-8 hours of backup power.

All remote subscriber carrier locations are equipped with backup batteries that are
capable of providing 8-12 hours of DC power in the event of a commercial AC power
failure. We also maintain a pool of portable generators that are used to recharge these
batteries if the AC power is not restored prior to the batteries being fully discharged.

Where practical, fiber optic cable routes that provide connectivity to a remote central
office back to the host central office have diverse routes to insure uninterrupted
operation in the event of a cable cut or failure. If diverse routes are not practical the
remote central office is equipped with a “stand alone” function that insures uninterrupted
operation within the remoter central office service area.



{300] Operating Companias FCFaomatl
Data Collection Form OMB Control Mo, JOG0-C980 /OMB Control Ns S0EC-0ATY
uy 3000
<Ol Study hres Cose it
wS1Y by Aiva Bama BLACEST TEL - ope
AGlOs  Peogries Yow Fdya
cQile  Contadl Maene - Periom USAL should contact rmparding ihe S008 IR T——
S35 ot Tulephors Mumiss - Mumiber of pevion idemifed in dats bne <030 404141110
<Ay Cortast Dmad Addvrss - Emad Adeegsy of persen whentified in data bne o080 s tesashlassiocd o
ey o Nlasiicsa Teleghews Cnoperelies. LR
ali}s  thpicion Commpany
“El1Ts :—,,w Blacufoge Teleploss Toopersiivs. Iy
<4 sl ar als
Afilates SAL Duarimg Birtarerss As Comgany or Bramd Dergnation

Blackifoor Telephone Cooperative, Inc.
Blackfeot Telephone Cooperative., Inc.

adlpea

Fremont Telcom Co.

Fremont Communications

Blackfoot Communications, Inc.

Fretel Communications, Ingc.

Fremomt Communications




Bl CEamiLh

years

March 2, 2013

Attached you will find in PDF format (with printing capabilities only) the financial statements as of
December 31, 2012. You should not alter the language or financial information included in the
document.

Any reproduction of the financial statements must be in their entirety, including our accompanying
reparts. You may not include the financial statements and our report in an annual report. offering

memorandum, or similar document without our review and approval.

You must have version 8 or later of Acrobat Reader to open the attached financial statements, then
double-click in the area below. Your opening of this attachment indicates your understanding and
acceptance of these conditions.

Please do not hesitzte to contact me if you have any questions.

MOSS ADAMS LLP

g Chnsthar—

Camille Christiansen, Senior Manager

Attachment

ey
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REPORT OF INDEPENDENT AUDITORS

Board of Trustees
Blackfoot Telephone Coaperative, Inc.

Report on the Financial Statements

We have audited the accompanying consolidated financial statements of Blackfoot Telephone
Cooperative, Inc. (Cooperative) and its subsidiaries, which comprise the consolidated balance sheets as
of December 31, 2012 and 2011, and the related consolidated statements of operations, comprehensive
income, members’ equity, and cash flows for the years then ended, and the related notes to the financial
statements.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated financial
statements in accordance with accounting principles generally accepted in the United States of America;
this includes the design, implementation, and maintenance of internal control relevant to the
preparation and fair presentation of consolidated financial statements that are free from material
misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our
audits. We conducted our audits in accordance with Government Auditing Standards, issued by the
Comptroller General of the United States. Those standards require that we plan and perform the audit
to obtain reasonable assurance about whether the consolidated financial statements are free from
material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the consolidated firancial statements. The procedures selected depend on the auditor's judgment,
including the assessment of the risks of material misstatement of the consolidated financial statements,
whether due to vawd ar error. In making those risk assessments, the auditor considers internal control
relevant to the entizy's preparation and fair presentation of the consolidated financial statements i
order to design audit procedures that are appropriate for the circomstances, but not for the purpose of
expressimg an opintan on the cllectiveness of the entity’s internal conteol,. Accordingly, we espiess no
such opinion. An audit also includes evaluatiog the appropriatencss of accounting palicies uscd and the
Feasonablemess of ssmibicant weonnping estimates made by mamagement, s well e evabiating the

mverall I-Il"-!'!!'.l”‘lll vt the consalickased finanod shatements



REPORT OF INDEPENDENT AUDITORS
[continued)

We believe that the audit evidence we have oltained is sullicient and appropriate to provide a basis for

o awdit opinion.

Opinion

In owr opinion, the consolidated financial statements reflerred Lo above present fairly, in all matertal
respects, the financial position of Blackloot Telephone Couvperative, Ine and its subsidiaries as of
December 31, 2012 and 2011, and the results of their operations and their cash flows for the years then
ended in accordance with accounting principles generally accepted in the United States of America.

Report on Other Legal and Regulatory Requirements

In accordance with Government Auditing Standards, we have also Issued our report dated February 28,
2013, on our consideration of the Cooperative's internal control over financial reporting and on our
tests of its compliance with certain provisions of laws, regnlations, contracts, and grant agreements and
other matters. The purpose ol that report is to describe the scope of our testing of internal control over
financial reporting and compliance and the results of that testing, and not to provide an opinion on
internal control over linancial reporting or on compliance. That report is an integral part of an audil
performed in accordance with Government Auditing Standards and should be considered in assessing the
results of our audit.

Wgo s X

Spokane, Washington
February 28, 2013



BLACKFOOT TELEPHONLE COOPERATIVE, INC.
CONSOLIDATED BALANCE SHEETS

ASSETS
December 31,
2012 2011
CURRENT ASSETS
Cash and cash equivalents $ 11,356,590 $ 5,435,988
Restricted cash 552,127 223,671
Subscriber receivables 1,892,552 1,880,609
Settlement and access accounts receivable 1,292,207 1,247,520
Other accounts receivable 435,623 171,214
Material and supplies 379,260 539,219
Other current assets 427,797 449,076
Total current assets 16,336,156 9,947,297
NONCURRENT ASSETS
Investment in nonaffiliates 2,195,184 2,219.762
Investments in certificates of deposits 2,050,001 2,300,000
Available for sale securities 4,732,305 7,881,250
Goodwill H36,972 .
Intangible assets 1,816,010 1,564,466
11,630,472 13,965,478
PROPERTY, PLANT, AND EQUIPMENT
Regulated telecommunications plant in service 112,822,481 110,063,371
Regulated telecommunications plant under construction 103,193 256,118
Nonregulated plant in service 13,330,077 12,466,716
Nonregulated plant under construction 125,037 197,705
126,380,788 122,983,910
Less accumulated depreciation and amortization 78,579,914 72,652,423
47,800,874 50,331,487

% 75,767,502 $ 74,244,262




BLACKFOOT TELEPHONE COOPERATIVE, INC.
CONSOLIDATED BALANCE SHEETS

LIABILITIES AND MEMBERS' EQUITY

December 31,

2012 2011
CURRENT LIABILITIES
Accounts payable § 1511996 3 1602572
Advance billing and customer deposits 1,810,578 1,794,128
Current maturities of long-term debt 3,061,233 3,007,380
Other accrued taxes 431,332 439,216
Other accrued labilities 2,624,641 2,161,893
Accrued interest payable 65,630 78,879
Income taxes payable 4,303 8,901
Total current liabilities 9,509,713 9,092,972
LONG-TERM DEBT, net of current portion 16,419,056 18,641,698
OTHER DEFERRED CREDITS
Other deferred credits 3,241,808 2919911
Deferred income ax 85,616 127,934
Total other deferred credits 3,327,424 3,047,845
MEMBERS' EQUITY
Memberships and other capital 46,811,732 43,231,750
Accumulated other comprehensive income (loss) (300,423) 229,997
Total members' equity 46,511,309 43,461,747
§ 75767502 8 74244262
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BLACKFOO'T TELEPHONE COOPERATIVE, INC.

CONSOLIDATED STATEMENTS OF INCOME

Operating revenues
Local
Interstate
Intrastate
Long distance
Customer premise equipment (CPE)
Data services
Security
Telesphere
Miscellaneous
Uncollectible revenue

Operating Expenses
Plant specific operations
Plant nonspecific operations
Cost of goods sold - Telesphere
Cost of goods sold - Data
Cost of goods sold - Security
Cost of goods sold - CPE
Depreciation and amortization
Customer operations
Corporate operations
Other operating taxes

Operating margins

Nonoperating income (expense)
lnterest and dividend income
Loss on sale, disposal, and impairment of assets
Interest expense
AMowance lor funtds used during construction
Other nimoperiting expense

Belie mwome taxes

I s el L phenaias)

Years Ended December 31,

2012

2011

§ 8,126,148
11,502,298

b 8,488,275
11,351,174

1,224,018 1,607,156
1,385,135 1,437,232
200,904 261,601
7,004,579 6,195,794
139,642 121,905
2,200,145 1,840,818
2,000,693 1,485,627
(46,314) 143,706
33,737,248 32,973,288
6,141,414 5,841,284
2,305,783 2,319,990
1,074,222 1,112,292
2,051,137 1,683,985
142,085 179,649
118,532 177,961
7,257,622 7,062,769
4,017,883 3,899,430
4,685,876 4,285,890
877,043 1,020,020
28,671,597 27,583,270
5,065,651 5,390,018
338,611 389,257
(74.448) (26,110)
(820,306) (935,619)
3,597 41,088
723,169 #7,105

| 70,623

N25t2 T

40 2

(444,279)
1945739

1 249.073)
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BLACKFOOT TELEPHONE COOPERATIVE, INC.
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

Years Ended December 31,

2012 2011
Net margins $ 5,356,649 $ 4,921,666
Other comprehensive income (loss) before tax
Defined benefit postretirement benefit plans
Amortization of transition obligation and net loss
included in net periodic benefit cost 27,162 23,846
Net loss arising during period (63,759) (184,117)
(36,597) (160,271)
Unrealized gains on securities
Reclassification adjustment for gaing included in
net marging (772,635) (25,983)
Unrealized holding gains arising during period 278,812 69,013
(493.823) 43,030
Other comprehensive loss (530,420) (117,241)

Comprehensive income $ 4,826,229 $ 4,804,425
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BLACKFOOT TELEPHONE COOPERATIVE, INC.
CONSOLIDATED STATEMENTS OF MEMBERS' EQUITY

Bakanee, Decembier T 2000
Net Jose for 201}
Fatramage capital venired
Womated ity
Other

Educational services and
software donations

Assigred marging

Change i uneealined gainson
securities avatlable for sale

Reglassification wl realized goins
Amortreation of wnseoognized
initial obbigation amd luss

imcluded i conrent year expense

Postretirement henelit
adjustment

Balance, December 31, 2011
Netmargins lor 2002
Patvonage capital vetived
Dovared equity
Other

Flicational services and
software donations

Assigned marging

Chiavoge in v ealied gaiis in
seenrites avadahle e sake

Rechssification of realized gy

Amwrnet i of ool
winitral b lisan o
L LT R T e e L

il o

B heven 0t b 8

el pie

Rk

Mimmbwrshape Accmubaied Other
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BLACKFOOT TELEPHONE COOPERATIVE, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended December 31,
2012 2011

CASH FLOWS FROM OPERATING ACTIVITIES
Nel margins $ 5,356,649 § 4,921,666
Adjustments to reconcile net margins to net cash
from operating activities

Depreciation and amortization 6,202,341 6,082,077
Nonregulated depreciation and amortization 1,055,281 980,692
Amortization 38,456 101,153
Noncash patronage cistributions (91,018) (46,765)
Realized loss or sale of securities (772.635) -
Loss on asset disposal, net (74,448) (26,110)
Deferred income taxes (42,318) (49.912)
Allowance for funds used during construction 3,597 41,0688
Change in assets and liabilities
Restricted cash (328,456) (18,100)
Receivables (338,838) (470,143)
Material and supplies 159,959 (11.734)
Deferred charges - 8713
Other assels 21,279 95,677
Accounts payable (90.576) 74,082
Advance billings and customer deposits 16,450 63,648
Other accrued liabilities 441,615 215,682
Income taxes (4,601) 13,118
Deferred credits 285,300 140,533
Net cash from operating activities 11,838,037 12,115,365
CASH FLOWS FROM INVESTING ACTIVITIES
Net acquisition of nonregulated equipment (1,075,402) (1,237,405)
Net acquisition of property, plant, and equipment (3,580,756) (3,660,313)
Net acquisition of intangible assets and goodwill (1,126,972) -
Proceeds from sale of investments 10415062 207,014
Purchase of investments (6.884,909) {1,930,131)
Purchase of certificates of deposit - (2.300.000)
Proceeds from sale of certificates of deposit 249,944 780,000
Isstance ol note veceviable [ 144,000)
Collectons on loans 13,200

Set Gl IO mvesEing aviis it | 1,909 77H) (B, 2H 85




BLACKFOOT TELEPHONE COOPERATIVE, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended December 31,

2012 2011
CASH FLOWS FROM FINANCING ACTIVITIES
Principal payments $ (3,020,303) F(2,984,156)
Proceeds from long term debt 851,514 144,000
Patronage capital retived (1.493,892) (1,807,110)
Donated capital (264,976) (129,661)
Net cash from financing activities (3,927,657) (4,776,427)
NET CHANGE IN CASH AND CASH EQUIVALENTS 5920,602 (946.397)
CASH AND CASH EQUIVALENTS at beginning of year 5,435,988 6,382,385
CASH AND CASH EQUIVALENTS at end of year $ 11,356,590 $ 5435988
SUPPLEMENTAL DISCLOSURE OF CASH FLOWS
INFORMATION
Cash paid during the year for
Interest $  B063,963 $ 927,773
Income taxes $ 49,662 $ 61271
SUPPLEMENTAL SCHEDULE OF NONCASH
INVESTING AND FINANCING ACTIVITIES
Postretirement benefit adjustment $  (36,597) $ (160,271)
Unrealized gain on available for sale securities $ 278,812 3 69,013
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BLACKFOOT TELEPHONE COOPERATIVE, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1 = Summary of Significant Accounting Policies

Description of entity - Blackloot Telephone Cooperative, e, (Cooperative) provides local telephone
exchange and long distance services to customers in western Montana, The Cooperative's subsidiaries
provide switching services, long distance service and competitive local exchange carrvier (CLEC) service,
Internet service, retail sales of telephone systems, and equipment to customers throughout western
Montana. Programming, sales, and support of computer software are offered to customers throughout
the United States.

Principles of consolidation - Blackfoot Telephone Cooperative, Inc, the parent corporation, owns
100% of BTC Holdings, Inc. BTC Holdings, Inc. owns two subsidiaries: Blackfoot Communications, Inc.
and Telesphere Software, Inc. The subsidiaries are included in the accompanying consolidated financial
statements. All material intercompany balances and transactions have been eliminated in consolidation.

Accounting policies - The financial statements of the Cooperative have been prepared in conformity
with accounting principles generally accepted in the United States of America applicable o regulated
public utilities. Such accounting principles are consistent, in all material respects, with accounting
prescribed by the Federal Communications Commission [FCC).

Accounting estimates - The preparation of financial statements in conformity with accounting
principles generally accepted in the United States of America requires management to make estimates
and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent
assets and liabilities at the date of the financial statements and the reported amounts of revenue and
expenses during the reporting period. Actual results could differ from those estimates. Significant
estimates include depreciation expense, liability for incurred but not reported claims under the self-
insurance plan, valuation of goodwill and intangible assets, and interstate access revenue settlements,

Cash equivalents - For purposes ol the statements ol cash llows, the Cooperative considers all highly
liquid Investments with an original maturity of three months or less when purchased to be cash

cquivalents.

Certificates of deposit - The certificates of deposit are recorded at face value and mature within two to
lowr years,

Concentration ol risk - At various times throughout the vear. the cash balances deposited in local
institutions exceed federally insured limits. The Cooperative mimimizes this risk by utilizing numerous

linamcial mstitutions for deposits of cash funds.

The I'i‘1‘|"‘I shives rergaved S6 B mitbion and $8.3 sabion on 2005 and 25% o is revenoe Tron e Federald

thatversal Serviee Foed fure the vears ended Decenmibier 31 2002 and 2011 respectively




BLACKFOOT TELEPHONE COOPERATIVE, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1 - Summary of Significant Accounting Policies (Continued)

Valuation of accounts receivable - Accounts receivable are stated at the amount management expects
to collect on outstanding balances. The Cooperative reviews the collectability of accounts receivable
annually based upon an analysis of outstanding receivables, historical collection information, and
existing economic conditions, Receivables from subscribers are due 30 days after issuance of the
subscriber bill.  Receivables from other exchange carviers are typically outstanding 30 days before
payment is received. Delinguent accounts are charged to uncollectible expense when it is determined
the accounts will not be collected. Due to the immaterial nature ol the Cooperative’s uncollectible
accounts, an allowance for uncollectible accounts is not deemed necessary and the result of this methad
does not materially differ from accounting principles generally accepted in the United States of America.

Material and supplies - Material and supplies are stated at the lower of average cost or market.
Investment securities - The Cooperative’s policy for investment securities is as follows:

Trading securities — Trading securities consist of debt and equity securities that are bought
and held principally for the purpose of selling in the near term and ave reported at fair value,
with unrealized gains and losses included in earnings. The Cooperative did not hold any trading
securities during 2012 and 2011.

Securities held to maturity - Debt securities, for which the Cooperative has the positive intent
and ability to hold to maturity, are classified as held to maturity. Held to maturity securities are
stated at amortized cost. The Cooperative did not haold any held to maturity securities during
2012 and 2011.

Securities available for sale - Securities not classified as held to maturity or trading are
classified as available for sale. Available for sale securities are stated at fair value, with any
unrealized gains and losses reported as a separate component of members’ equity.

Property, plant, and equipment = Property, plant, and equipment are stated at cost. Regulated plant
includes assets that are jointly used for regulated and nonregulated activities. The cost of additions and
substantial betterments of property, plant, and equipment is capitalized. The cost of maintenance and
repairs is charged to operating expenses. The Cooperative records as income and capitalizes as a cost of
constiuction the cost of financing large construction projects spanning a period greater than two
months The Cooperative nses a weighted-average interest rate based on total Cooperative long-term
deht




BLACKFOOT TELEPHONE COOPERATIVE, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1 - Summary of Significant Accounting Policies (continued)

Property, plant, and equipment (continued) - Property, plant, and equipment are depreciated using
the straight-hne method over their estimated useful lives, In accordance with composite group
depreciation methadology, when a portion of the Cooperative’s regulated depreciable property, plant,
and equipment is retived in the ordinary course of business, the asset’s original cost Is charged to
aceumulated depreciation. When a portion of the Cooperative’s nonregulated property, plant, and
equipment is retired, a gain or loss on disposal is recorded.

Income tax status - In 2012, the Cooperative qualifies as a tax exempt entity because more than B5% of
gross revenues are from Cooperative members. The Cooperative is also exempt for state income tax
purposes, In 2011, the Cooperative was taxable for federal income tax purposes. Taxes are computed
on operating income from activities unrelated to the Cooperative’s exempt purpose, Margins earned
from patronage sources and allocated as capital credits are nol taxable.

The Cooperative’s subsidiaries are taxable for both federal and state income tax purposes and [ile
consolidated federal and state tax returns.

Deferred taxes are provided on a liability method whereby deferred tax liabilities are recognized for
deductible temporary differences and deferred tax assets are recognized for taxable temporary
differences. Temporary differences are the differences between the reported amounts of assets and
liabilities and their tax basis. Deferred tax assets relate mainly to net operating loss and alternative
minimum tax carry forwards. Deferred tax liabilities relate primarily to the use of accelerated
depreciation methods for tax purposes. Deferred tax assets are reduced by a valuation allowance when,
in the opinion of management, it is more likely than not some portion or all of the deferred tax will not
be realized.

The Cooperative has accounted for uncertain tax positions whereby the effect of the uncertainty would
be recorded if the likelihood the position will be sustained upon examination is less than 50%. As of
December 31, 2012 and 2011, the Cooperative had no accrued amounts related to uncertain tax
positions. Interest and penalties, If any, are recorded as interest expense and other expense,
respectively. The Cooperative is no longer subject to US. federal or state and local income lax
examinations by tax authorities for years before 2009,

Members' equity - The Cooperative assigns patronage margins annually to its patrons based on the
bylaws of the Cooperative and related board policies. Total patronage margins are computed on a book
Dasis and consist of consolidated marging less nonoperating income. The allocation is made to individig)
patrons based on the amount ol Cooperative services billed to each member lor that year  The

ASSTANRMENT Wy Pilron gceounds I8 made uy-we weguent year, Permanent gguity s not assggned 1o

members aood comsiads peinsanily ol ponepecsting  margins and steatege construction aogiisiton

FesSCrves.




BLACKFOOT TELEPHONE COOPERATIVE, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1 - Summary of Significant Accounting Policies (continued)

Members' equity (continued) - A portion of the total assigned patronage capital is distributed to
members as a general retivement each year, The total amount retired and the amount to be apphed to
each vintage year is determined by the Board of Trustees. All assigned margins prior to 1989 have been
retired. Additionally, the Board approves early retirement requests from the estates of deceased patrons
and defunct businesses. Early retirements for estates are discounted at 5%. The Cooperative also has a
policy to retire capital credit accounts early to settle customer bad debts and to retive inactive accounts
with a balance of less than $100.

In 2011, Blackfoot Telephone Cooperative, Inc. implemented a program, which offered its members who
had been inactive lor more than three years the opportunity to redeem their account balances at a
discount of 80%. The program ran from July 15, 2011, to August 31, 2011, for patrons electing to
redeem their capital credits. As a rvesult of the program, the Cooperative retired $2,329,287 of its
allocated capital credits, resulting in a cash payout lo patrons of $465,857. The remaining $1,863,429
was recarded to permanent capital.

Comprehensive income - Comprehensive income is defined as the change in equity of a business
during a period as a result of net margins and other gaing and losses affecting equity that, under
accounting principles generally accepted in the United States of America, are excluded from net margins.
Unrealized gains and losses on investments available for sale and unrecognized actuarial adjustments on
postretivement benefit obligations are the items included in other comprehensive income (loss).

Revenue recognition - Monthly service fees derived from local wireline and Internet are billed one
month in advance, but recognized in the month that service is provided.

Usage sensitive revenues such as access (revenues earned for originating/terminating long distance
calls), and long distance are generally billed as a per-minute charge. Although these revenues are billed
in arrears, an estimate of unbilled revenues is accrued in the month service is provided.

Interstate access revenues also include settlements based on the Cooperative’s participation in the
revenue pools administered by the National Exchange Carrier Association [NECA). Settlement revenues
are determined by annually prepared separations and interstate access cost studies. These studies are
prepared subsequent to year end and therefore, the related revenues are recorded on the hooks based
on an estimate of NECA pool carmings and on other assumplions related to information utilized in the
preparation ol the Cooperative's cost study. Revennes for the current year are based on estimates prior
tir the submission af the cost study reporting actual vesults of operations, The studies are subject 1o o
2d-month pool adjustment peviod by NECA, There was an insignificant cevenue impact in 2002 il
2001 oy adjustments pelded tooprior vear ditfepences hetween the vecorded estimates and aitial
revenues. Manazgemient does aot anticipite signilcant adjustments o recorded revenmues Tor the Vi

ended Decembes 20 20070 a0 2001 in Tulare vears




BLACKFOOT TELEPHONE COOPERATIVE, INC,
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1 - Summary of Significant Accounting Policies (continued)

Revenue recognition (continued) - Revenues derived from Telesphere software maintenance
contracts are billed in advance but recognized in the month service is provided. Revenues related to the
Telesphere service bureau are generally hilled as a per message charge in arrears and recognized the
month service is provided.

Data services revenues are derived from the provision of customer access to the public nternet,
excluding revenues attributable to digital subscriber line (DSL) transport (line costs between the
customer and the Cooperative’s equipment that routes Internet traffic).

The Cooperative's wircline universal service support revenue is intended to compensate the
Cooperative for the high cost of providing rural telephone service. Universal service support revenue
includes funds received for high cost loop support, local switching support (prior to July 1, 2012),
interstate common line support, Connect America Fund (CAF) and other miscellaneous programs. High
cost loop support and interstate common line support are based on the Cooperative's current relative
level of operaling expense and plant investment. Support from the CAF is based on a historical frozen
amount related to 2011 investment and expenses associated with the switching function and certain
2011 intrastate access revenues, which together make up the CAF base. The CAF base will be reduced
by 5% each year in determining CAF support.

Regulation - The Cooperative’s services are subject to rate regulation as follows:

= Interstate access revenues are regulated by the FCC through its regulation of rates and settlements
procedures as administered by NECA.

* Universal Service revenues are administered by Universal Service Administration Company [USAC),
based on rules established by the FCC.

Other sources of revenues are not rate regulated, and include local wireline, intrastate access revenues,
data, long dislance, equipment sales, directory, rents, billing, and other Incidental services.

Nonregulated expenses and nonregulated plant are directly attributable to these nonregulated services:
data, billing, and miscellaneous revenues,

All other operating expenses and telecommunications plant ave related primarily to wireline revenues.
However, some of these Costs jointly velate to regulated and nonregulated services, For interstate access
settlements, universal sepvice support, rate case and other regulatory purposes, tie portion of these
common costs related 1o nomregulated acuvities are removed in accordance with Fart 64 of the FCC

rules i orter to ensure that regulmod revenues are based on costs nf provching regulsted services.




BLACKFOOT TELEPHONE COOPERATIVE, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note I -Summary ol Significant Accounting Policies (continued)

Regulation (continued) - In October 2011, the FCC issued an order reforming Intercarrier
Compensation and Universal Service Funding (USF) mechamsms and issued a Further Notice of
Proposed Rulemaking (FNPRM) on long-term USF reform, transition timing, and implementation. The
majority of the impacts of these regulations began on July 1, 2012,

Major provisions of the order and FNPRM include:

¢ Limitations on the amount of support received per line

= Limitations on capital expenditures and operating expenses recoverable from the USF

»  Benchmarks for minimum local rates charged to end users by recipients of support

e The establishment of the Access Recovery Charge billed to end users

o The phase out of local switching support and the establishment of the CAF, a new [unding
mechanism for investment and expenses related to the switching function

e The structured reduction of carrier access rates charged by the Cooperative to other carriers
using its network to complete long distance calls

Management is monitoring the impacts of the reform on an on-going basis.

Software development costs - The Cooperative’s subsidiary capitalizes the direct costs associated with
the development of software products when they meet the established criteria. Otherwise, costs
associated with the development of a detailed program design and/or working model, those incurred
after product release, and research and development performed under contract, are charged to
operations.

Advertising expenses - The Cooperative expenses advertising costs as incurred. Advertising expenses
during the years ended December 31, 2012 and 2011, were $456,173 and $391,916, respectively.

Fair value measurements - Fair value represents the price that would be received to sell an asset or
transler a liability in an orderly transaction between market participants at the measurement tlate. The
Cooperative follows a fair value hicrarchy, which requires an entity to maximize the use of observable
inputs and minimize the use of unobservable inputs when measuring fair value. The following are the
three levels of inputs that may be used to measure fair value:

Level 1 Quoted prices in active markets for identical assets or liabilities.

Level 2 Ohservable inputs other than Level 1 prices, such as quoted prices Tor similare
assets or Babilities: quoted prices in markets that are not active: or other mputs
thit e abservable or can be carpaliorated by observable market datn o

sethesrantiallv the bul) tepin ol the gssels

Level 3 Hoabsevable mpnes that see supported by ede or poonarket actoany amd
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BLACKFOOT TELEPHONE COOPERATIVE, INC,
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1 - Summary ol Significant Accounting Policies (continued)

Fair value measurements (continued) — The [air value measurement guidance is applicable to the
Cooperative in the following areas:

s Available for sale securities (Note 3)
s Goodwill and indefinite-lived intangible assets impairment testing (Note 4)

Taxes imposed by governmental authorities - The Cooperative is subject to taxes assessed by
various governmental authorities on many different types of revenue transactions with its customers.
These specific taxes are charged to and collected from the Cooperative’s customers and subsequently
remitted to the appropriate taxing authority. The taxes are accounted for on a net basis and excluded
from revenues.

Subsequent events - Subsequent events are events or transactions that occur after the balance sheet
date but before the financial statements are available to be issued. The Cooperative recognizes in the
financial statements the effects ol all subsequent cvents that provide additional evidence about
conditions that existed at the date of the balance sheet, including the estimates inherent in the process vl
preparing the financial statements, The Cooperative's linancial statements do not recognize subsequent
events that provide evidence about conditions that did not exist at the date of the balance sheet but
arose after the balance sheet date and before the financial statements are available to be issued.

The Cooperative has evaluated subsequent events through February 28, 2013, which is the date the
financial statements are available to be issued.

Note 2 - Investments in Nonaffiliated Organizations

Investments in nonaffiliated organizations consist primarily of assigned patronage from other
cooperatives accounted for on the equity method and nonmarketable stock of telephone industry
corporations. Investments in nonaffiliated organizations are carvied at cost as the investments do not
have readily determinable fair values, and consist of the following:

2012 2011
National Bank for Cooperatives (CoBank) stock 690,079 $ 701539
Patronage capital in other cooperatives 10,664 10,582
Vision Net H55,601 H55.604
Rural Leonmie Development loans 130,800 000
Rursl Pelephome Finanee Cooperative captal certitiiates 183,720 HILT26
U0 hyey . 24,311 24,311

n 21,7




BLACKFOOT TELEPHONE COOPERATIVE, INC,
NOTES TO CONSOLIDATED FINANCIAL STATEMEN'TS

Note 2 - Investments in Nonalliliated Organizations (continued)
Vision Net, Inc. provides advanced voice, data, and video services and is owned by Montana's

independent telephone companies allowing them to interconnect a digital fiber network serving urban
and rural communities throughout the state.  The investment is maintained on the cost method of

accounting,
Note 3 - Available for Sale Securities
The following is a summary of the Cooperative’s investiment in available for sale securities:

December 31, 2012

Gross
Carrying Unrealized
Amount Gain Fair Value
Mutual funds $ 4,713,833 $ 18472 $ 4,732,305

December 31, 2011

Mutual funds $ 7,405,899 $ 475351 $ 7,881,250

Shares of mutual funds are valued using the quoted net asset value of shares held by the Cooperative at
the end of the year and are classified within Level 1 of the valuation hierarchy.

Note 4 - Intangible Assets and Goodwill

Goodwill and intangible assets deemed to have indefinite lives are subject to annual impairment tests,
Other intangible assets are amortized over their useful lives.

Nonamortizable intangible assets consist of investments in wireless aperating licenses issued by the FCC
and Intevnet domain names, The FCC licenses are scheduled to expire in 2022 hut are expected to be
rencwed. All licenses and domain names have been deemed by management to have indefinite lives,
Management lus determined the Tiv value of the lieenses and domain names exceeds thetr carrying

value and nompanment loss was recorded as ol Decomber 31, 201 2.

Anocisable intmeible assets consist ol enstomer listines. The lists are being omortzed between Tive

AN ren Veat s W nonoperiatig expense using the steaight Hoe method,




BLACKFOOT TELEPHONE COOPERATIVE, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 4 - Intangible Assets and Goodwill (continued)

The following table provides the gross careying value and accumulated amortization for each major class
of intangible asset as of December 31, 2002 and 2011

(irass
Carrying Accumulated 2012 Net 2011 Net
Amount Amortization Balance Balanee
Nonamaortizable intangible assets
Wireless licenses $ 1528300 % - % 1528300 % 1,528,300
Internet domain names 23,389 - 23,389 23,389
1,551,689 - 1,551,689 1,551,689
Amaortizable intangible assets
Customer list 770,186 (511,945) 258,241 6,337
Soltware 806,619 (B00,539) 6,080 6,440
1,576,805 (1,312,484) 264,321 12,777

$ 3,128494  $(1.312484) $ 1816010 _§ 1,564,466

Total amortization expense for the years ended December 31, 2012 and 2011, was $38,456 and
$102,953, respectively,

The estimated amortization expense for each of the next five years is $29,000.

Goodwill of $836,972 represents the cost of Modwest, Inc. assets in excess of the fair value of various
assets and liabilities acquired in 2012, See Note 11 for additional information on the acquisition.




BLACKFOOT TELEPHONE COOPERATIVE, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 5 - Property, Plant, and Equipment

Froperty, plant, and equipment balances, together with accumulated depreciation and amortization,
consist of the following at December 31, 2012 and 201 1:

Regulated:
General support assets
Central ollice assers
Cable and wire facilities nssets
Intangibles
Plant under construction

Nonreguliated:
General support assets
Central ollice assets
Cable and wire facilities
Internet
Plant under constructinn

Accumulated

Deprecialile Depreciation/ 2012 Net 2011 Ner
Life Plant Account Amortization lalance Balance

5- 35 years § 16,690,491 $ 97355127 § TA35,364 § 74692081
7 - 10 years 22,786,883 17,615,530 5171,353 6,557,893
7 - 25 years 70,189,422 41,805,161 28,384,261 29,125,552
3-5years 3.155,685 1,431,549 1.724,136 1,829,770
n/a 103,193 - 103,193 256,118
112,925,674 70,207,367 42,718,307 45,238,614
3. byears 1449716 994,462 455,254 221,207
B - 10 years 6.902,582 4911,554 1,991,028 2,129.215
20 years 3.830,734 1,613,191 2,217,543 2,217,376
3 years 1,147,045 853,340 293,705 327,370
nfa 125,037 . 125,037 197,705
13.455.114 8372547 5,082,567 5,092,873

$ 126,280,788

§ 78579914

$ 47,800,874

$ 50,331,487




BLACKFOOT TELEPHONE COOPERATIVE, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 6 - Long-Term Debt

Long-term debt s as follows as of December 31;

Rural Utilities Services (RUS),
fixed

National Bank of Cooperatives
(CoBank), variable

National Bank of Cooperatives
(CoBanl), fixed

RUS Economic Development
loan, fixed

Less current portion

Interest Rates

Maturity
Dates

2012

2011

0.14%-5.49%

1.45-1.46%

5.40%

0.00%

2013-2023

2015-2018

2018

2020

$ 10,886,079

4 11,281,684

4,862,350 6,023,394
3,600,000 4,200,000
131,860 144,000
19,480,289 21,649,078
3,061,233 3,007.380

$ 16,419,056

§ 18,641,698

All assets of the Cooperative are pledged as security for the long-term debt. The terms of the mortgage
agreements contain restrictions requiring the maintenance of defined ratios for times interest earned,
operating cash flows, debt service coverage, equity to total assets, and limitation on additional debt and

dividend distributions.

Maturities of long-term debt obligations for the five years following December 31, 2012, are as follows:

2013
2014
2015
2016
2017
Later years

§ 3,061,233
2,988,729
2,567,947
2,487.876
2,023,279

6,451,225
1 19,480,289

At December +|, 200 2, v Cooperative i tnadvinced aothorgzed loan tunds e BES i the comonm

ol $20_ 147 856

The Conperative b T ol pesddi

Preseember €0 200 0 i th

e enend oo thit comieent

tanrhin

h

ey i

W 1,000,000 with First Valley Bank &l

1l fonee oof ol




BLACKFOOT TELEPHONE COOPERATIVE, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 7 - Self Insurance

In April 2004, the Cooperative implemented the Blackloot Telephone Cooperative, Inc. Health Benetit
Plan (Plan), a sell-=lunded group health program providing medical, vision, and dental coverage for its
active and retired employees and divectors. The Cooperative contracts with a third-party to act as claims
administrator.  Funding for benelits is derived from the employer and employee contributions. The
Cooperative limits its potential losses through insurance policies with stop-loss carrviers. For the years
ending December 31, 2012 and 2011, the Cooperative paid $1,794,529 and $2,032,943, respectively, in
Plan expenses. Management has set aside $552,127 and $223,671 in a cash account at December 31,
2012 and 2011, respectively, for the sole purpose of funding self insurance claims.

Note 8 — Income Taxes

Components of the provision for income tax benefit (expense):

2012 2011
Current
Federal § (40,747) §  (73.835)
State (150) [150)
Deferred
Federal and state (135,633) (816,067)
Change in valuation allowance 296,905 865,979

$ 120,375 $  (24,073)

This income tax benefit (expense) is reflected in the statements of income as follows:

2012 2011
Nonregulated § 112942 $ 49761
Nonoperating 334 (73,434)

5 116,059 3 (24,073)

The provision lor income taxes dilfers from the amount computed by applying the current statulory
federal income tax rate to carnings before taxes due to the effect of the patronage exclusion of the
Cooperative, nondeductible items, the change movaluation allowance, and prior year over or undes
aceruals, Additionally, due to the patronage exclusion. no deferved tax provision is recognized lor the
defined posteetivenent henctit plan and available Toe sule secnrities ncluded g other comprehensive

e (foss)




BLACKFOOT TELEPHONE COOPERATIVE, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 8 = Income Taxes (continued)

The components of the net deferred tax liability recorded in the accompanying balance sheets at
December 31 are:

2012 2011
Deferred tax assets
Contribution canyforward § 5,868 $ 58068
Deferred revenue 20,746 13,720
Allowance for bad debts 339 9,081
Net operating loss carryforwards 735,031 998,734
Alternative minimum tax credit carryforward B02,585 833,184
Accrued warranty 35,0815 2,100
Other 9(),843 29,416
1,691,227 1,892,103
Less valuation allowance (1.546471) (1,843.376)
144,756 48,727
Deferred tax liabilities
Tax depreciation and amortization greater than book (230.372) (176,661)
Net deferred income tax $ (85616) $ (127934)

The subsidiaries have a federal and state net operating loss carryforward of approximately $2,100,000
and $1,500,000, respectively. The federal net operating losses expire in varying amounts between 2024
and 2027. The state net operating losses expire in varying amounts between 2013 and 2017, The
subsidiaries have AMT credits of $33,023. The credits can be carried forward until utilized.

The Cooperative has AMT eredits of approximately $770,000 that can be utilized if the Cooperative is
taxable due to [ailing the 85% test.

The net change in the deferred tax asset valuation allowance in 2012 was a decrease of $296,905.




BLACKFOOT TELEPHONE COOPERATIVE, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 9 = Deferred Credits

The amounts recorded as delerved eredits al December 31 arve as [ollows:

2012 2011
Postretirement health care plan liability, long-term portion $ 860,525 $  B26,736
Right of use service obligation 800,714 559,892
Unclaimed capital credits ) 146,090 128,439
Deferved revenue 29,635 -
Acerued sick leave, long-term portion 1,404,844 1,404,844

§ 3,241,808 $ 2919911

During 2010 and 2012, the Cooperative granted a 20-year liber indefeasible right of use (IRU)
agreement to another carrier. The revenue from the prepaid IRUs in the amount of $645,000 and
$290,000 will be deferred and amortized on the straight-line basis over the life of the contracts.

Note 10 - Retirement Plans

The Cooperative provides three retirement benefit plans (Plans) for all full-time and part-time
employees electing coverage. These Plans include a defined benefit pension plan, a defined contribution
savings plan, and a postretirement health care plan.

Postretirement benefits - The postretirement health care plan is a defined postretirement benefit plan
sponsored by the Cooperative for retired employees under the age of 65. Substantially all of the
Cooperative's employees may become eligible for those benefits if they reach normal retirement age
while working for the Cooperative.

Obligation and funded status - The amount of benefit to be paid depends on a number of luture events
incorporated into a formula, including estimates of the average life of employees and average years of
service rendered, and future interest rates. The benefit obligation is the “"accumulated benelit
obligation,” which represents the present value of all future benefits attributed to employee service
rendered through the measure date and does not include changes in future compensation.

The Plans” actuarvies measure the accumulated postretivement benefit obligation at October | and
eatinate the abligation at December 31 based on projected interest and service costs, amoriization, aml

henctit payments,




BLACKFOOT TELEPHONE COOPERATIVE, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 10 - Retirement Plans (continued)

The following table summarizes the benefit obligations amd the funded status of the defined
postretirement health care plan (Plan) over the two-year period ending December 31, 2012:

Other Postretirement Benefits
2012 2011

Estimated accumulated postretirement benefit obligation
at December 31 $ 955,018 §  B96,365

Amounts recognized in the balance sheets at December 31 consist of:

Other Postretivrement Benefits

2012 2011
Current liabilities $ 94493 $ 69,629
Noncurrent liabilities 860,525 826,736

$§ 955,018 $ 896,365

The Plan is unfunded at December 31, 2012 and 2011.

Amounts included in other comprehensive income (loss) that have not yet been recognized in net
periodic benefit cost at December 31 are listed below:

Other Postretirement Benefits

2012 2011
Transition obligation §  (38,618) $ (55782)
Accumulated loss (243,333) (189,572)
Net amount recognized 5 (2B1,951) $ (245,354}

The accumulated loss is a result of the accumulated difference between the actuary's estimates based on
actuarial principles and the Cooperative’s actual experience with lactors such as future salary increases,
the length of employment, the discount rate for the Plan obligations, and the cxpected rate of return on

Plan svwnects,

e snrecoantdaed intial obbgation pepresents the differendce betseen the acoomulatid Dene i
el s W Bde waloe of Plan assels as ol e dote the Caoperative was pegquived toonnplenien
ASC 715 thormaelv FAS 158)




BLACKFOOT TELEPHONE COOPERATIVE, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 10 = Retirement Plans (continued)

The estimated net gain and transition obligation that will be amortized (rom other comprehensive
income (loss) into net periadic benefit cost over the next year is $23,846.

The net periodic benefit cost is the amount recognized in the financial statements as the cost of the Plan
for the year. Components of the net periodic bencfit cost are service cost, interest cost, and amortization

ol unrecognized gains/losses and initial obligations,

Other Postretirement Benelits
2012 2011

Net periodic benefit cost § 120,028 $ 112517

$ 104,688 $§ 103,264

Benefit payments

Other Plan information - Estimated future benefit payments, which reflect expected future service, as
appropriate, are as follows:

Other
Postretirement
Benefits
2013 $ 94,493
2014 71,933
2015 53,211
2016 35922
2017 27,979
Years 2018-2022 24,7606

The weighted average assumptions used in the measurement ol Cooperative’s benefit obligation are
shown in the following table at December 31:

Other Postretivement Benelits

2012 2011
Discount rate 5.00% 550%
Rate of compensation muiease 3.00% O0.00%,
Fow amreassreten | poproses o 8905 annual rate of increase in the per capita cost of covered health care

Ireemefins v assammed f 2002 The eate wos assomied To decrease .uhl.tli_\,' L h ear Lo e ol 50

Pon 20006 connd vqanpies 8 st Jevel Whwrviftes




BLACKFOOT TELEPHONE COOPERATIVE, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 10 - Retirement Phans (continued)

Defined benefit plans - Substantially all employees ol the Cooperative participate in a multi-employer
pension plan. Employees are eligible to receive an annuity or lump-sum payment at retirement. The
portion of the benefit related to the pension is based vn an average of prior years' compensation. The
Company also participates in the MTA-sponsored defined contribution retirement plan.

The Cooperative makes quarterly contributions to the Plans based on each employece's compensation,
The employer contributions for 2012 and 2011 were $1,050,927 and $1,062,891, respectively.

The Plan name is Retirement & Security Program for Employees of the National Telecommunications
Cooperative Associction and Its Member Systems. The Plan Employer Identification Number is 52-
0741336/333. The information provided below is from the Plan’s most recent Form 5500 filing, which
covers the Plan years 2011 and 2010. At the date the financial statements were issued, Form 5500 was
not available for the year ending 2012,

Company Expiration

Contributions Date of Minimum
Pension Protection Act Greater than 5% Collective- Contributions

Zone Status of Total Plan Rehabilitation  Surcharges Bargaining Required
2011 2010 Contributions Plan in Place Imposed __greements in the future

At least At least
80% 80%
funded funded No No Yes N/A No

The risks of participating in multi-employer plans are different from single employer plans as follows:
(1) assets contributed to the multi-employer plan by one employer may be used to provide benefits to
employees of other participating employers, (2) il a participating employer stops contributing to the
plan, the unfunded obligations of the plan may be burne by the remaining participating employers, and
(3) if the Couperative chooses to stop participating in a plan, the Cooperative may be required to pay a
penalty.




BLACKFOOT TELEPHONE COOPERATIVE, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 11 - Acquisition

In February 2012, Blackfoot Communications, Inc. (BCI) acquired the stock of Modwest, Inc. (Modwest)
for $1.4 million. Modwest is a Missoula based webhosting and data storage company with over 5000
customers located throughout the world. The acquisition is expected to expand BCI's existing customer
base and will provide a platform to launch other new products and services. Modwest was subsequently
merged into BCL The operating results of Modwest from February to December are included in the
accompanying consolidated financial statements. In accordance with accounting standards related to
business combinations, the total purchase price was allocated to the identifiable assets acquired and
liabilities assumed based on their estimated fair values as of the acquisition date. The following table
summarizes the estimated fair values of the assets acquired and liabilities assumed:

Cash 3 26,177
Accounts receivable 14,807
Property, plant, and equipment 354,655
Custamer list 289,999
Deferred income tax liabilities (122,610)
Goodwill 836,972

§ 1,400,000

Note 12 - Subsequent Events

In January 2013, the Cooperative acquired Cutthroat Communications and Fremont Telephone for
approximately $7 million and $30 million, respectively. Due to the dates of the acquisitions, the initial
accounting has not been completed. In conjunction with the transactions, the Company paid off its
existing loans and obtained new debt from CoBank in the amount of $40.8 million.
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REPORT OF INDEPENDENT AUDITORS
ON SUPPLEMENTARY INFORMATION

Board of Trustees
Blackfoot Telephone Cooperative, Inc.

We have audited the consolidated financial statements of Blackfoot Telephone Cooperative, Inc. as of
and for the year ended December 31, 2012, and have issued our report thereon dated February 28,
2013, which contained an unmodified opinion on those financial statements, and appears on page 1. Qur
audit was performed lor the purpose of forming an epinion on the consolidated financial statements as a
whole. The consolidating information is presented for the purposes of additional analysis of the
consolidated financial statements, rather than to present financial position, results of operations, and
cash flows ol the individual companies, and it is not a required part of the consolidated financial
statements. Such information is the responsibility of management and was derived from and relates
directly to the underlying accounting and other records used to prepare the consolidated financial
statements. The information has been subjected to the auditing procedures applied in the audit of the
consolidated financial statements and certain additional procedures, including comparing and
reconciling such information directly to the underlying accounting and other records used to prepare
the consolidated financial statements or to the consolidated financial statements themselves, and other
additional procedures in accordance with auditing standards generally accepted in the United States of
America.

In our opinion, the consolidating information is fairly stated in all material respects in relation to the
consolidated financial statements as a whole.

oo dom> WX

Spukane, Washmgtlon
Febrnary 24, 2013

0



BLACKFOOT TELEPHONE COOPERATIVE, INC.
CONSOLIDATED BALANCE SHEET DETAIL

December 31, 2012

CURRENT ASSETS
Cash and cash equivalents

Blackfoot

Telephone

Cooperative,  BTC Holdings,  Eliminating Consolidated
Inc. Inc. Entries Balances

410,314,879

$ 041,711 § $ 11,356,590

Restricted cash 552,127 - 552,127
Subseriberaccounts receivahle 1,445,855 678,119 (231,422) 1,892,552
Settlement and access accounts
receivable 1,052,216 239,991 1,292,207
Other accounts receivable 86,184 349,439 435,623
Accounts recetvable, alliliates - 30,287 (30,287) .
Material and supplies 281,528 97.732 379,260
Other current assets 371,039 56,758 427,797
Notes receivable, current portion 343,333 - (343,333) .
Total current assets 14,447,161 2.494,037 (605,042) 16,336,156
NONCURRENT ASSETS
Investment in affiliates 4,285,743 (4,285,743)
Investment in certificates of deposit 2,050,001 . 2,050,001
Investment In nonaffiliates 1,609,344 585,840 - 2,195,184
Securities available for sale 4,732,305 . 4,732,305
Intangible assets 1,528,300 287,710 1,816,010
Goodwill - 836,972 . 836,972
Notes receivable, net of current portion 1,736,668 - (1.736,668) .
15,942,361 1,710,522 _ (6,022.411) 11,630,472
PROPERTY, PLAN'T, AND
EQUIPMENT
Regulated telecommunications
plant in service 112,822,481 112,822,481
Regulated telecommunieations
plant under construction 103,193 . 103,193
Nonregulited plant in service 252,338 13,077,739 13,330,077
Nonregulated plant under construction - 125,037 125,027
113,178,012 13,202,776 1 26,380,748
Las avcmmukited depreciation
il amenctization 70,459,700 8,120,208 Sy MAE79.914
12,718,306 58268 A BOuRT
00828 S 9207127 AN i




BLACKFOOT TELEPHONE COOPERATIVE, INC,
CONSOLIDATED BALANCE SHEET DETAIL

CURRENT LIABILITIES
Accounts payable, general
Accounts payable, affiliates
Advance billing and customer
deposits
Current maturities of long-term debt
Other acerued taxes
Other accrued liabilities
Accrued interest payable
Income taxes payable

Total current liabilities

LONG-TERM DEBT, net of
current portion

OTHER DEFERRED CREDITS
Other deferred credits
Deferred income tax

Total deferred credits

MEMBERS' EQUITY
Memberships and other capital
Accumulated other comprehensive
loss
Capital stock
Retained margins

December 31, 2012

Blackloot
Telephone
Cooperative,  BTC Holdings,  Eliminating  Consalidated
Inc. Inc. Entries Balances
$ 12420676 § 500742 % (231.422) % 151199
30,287 - (30,287) .
1,352,365 458,213 - 1,810,578
2,500,189 904,377 (343,333) 3,061,233
431,332 - - 431,331
2,325,323 299,318 2,624,041
63,929 1,701 65,630
(161) 4,464 - 4,303
7.945.940 2,168.815 (605,042) 9,509,713
15,717,750 2,437,974 (1,736.668) 16,419,056
2,932,829 308,979 3,241,808
- 85,616 - 85,616
2,932,829 394,595 3327424
46,811,732 - 46,811,734
(300,423) - (300423)
. 15,642,000  (15.642,000)
(11,356,257) 11,356,257
46,511,409 4,245,743 (4,285,743) 16,511,309
3 9287127 S(6627453) 737

L7107 H20
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BLACKFOOT TELEPHONE COOPERATIVE, INC.
CONSOLIDATED STATEMENT OF INCOME DETAIL

Year Ended December 31,2012

Blackfoot
Telephone
Cooperative, TG Holdings,  Eliminating  Consolidated
Ine. Inc. Entries Bulances
Operating revenues
Loeal $ 5,502,881 § 2,794,552 $ (171,285) § 8126148
Interstate 11,068,685 433,613 . 11,502,298
Intrastate 836,179 387,839 1,224,018
Long distance 1,125,396 259,739 1,385,135
Customer premises equipment 200,904 - 200,904
Data services 4,977,960 3,656,055 (1,629,436) 7,004,579
Security . 139,642 . 139.642
Telesphere soltware . 2,249,859 (49,714) 2,200,145
Miscellaneous 1,492.363 1,180,861 (672,531) 2,000,693
Uncollectible revenue 23,644 (69,958) - (46,314)
25,027,108 11,233,106 (2,522,966) 33,737.248
Operating expenses
Plant specific operations 4,612,233 2,661,837 (1,132,656) 6,141,414
Plant nonspecific operations 1,558,260 750,615 (3.092) 2,305,783
Cost of goods sold - Telesphere . 1,081,368 (7,146) 1,074,222
Cost of goods sold - data 1,406,027 1,906,563 (1,261,453) 2,051,137
Cost of goods sold - security . 142,085 - 142,085
Cost of goods sold - CPE - 118,532 . 118,532
Depreciation and amortization 6,151,362 1,106,260 . 7.257,622
Customer operations 2,295,872 1,797,719 (75,708) 4,017,883
Corporate operations 3,475,029 1.253,758 (42,911) 4,685,876
Other operating taxes 813,501 63,542 - 877,043
20,312,284 10,882,279 (2,522,966) 28,671,597
Operating margins 4,714,824 350,827 5.065,651
Nonoperating income (expense)
Interest and dividend income 361,821 22,523 (45,733) 330,611
Loss on sale and disposal of assets (74,448) . (74,448}
Interest expense (796,098) (69,941) 45,733 (820,306)
Allowance lor funds used during
construction 3,597 3597
Other nonoperating income (expense) 729836 (6.667) . J25 164
Incomie from subspliary 339552  [339.552)
638708 L128,534) (334.552) 762
Lt bebor e ke 454514 d2d. M 420 0552) tn 204
ot e tas Bienein 3.1 117,251 _'_1.'“, §75
NuL e + (RTINS A 3 ] . ,l-'-<-':-"“'f'.l 4 T IT AL




BLACKFOOT TELEPHONE COOPERATIVE, INC,
BTC HOLDINGS, INC. CONSOLIDATED BALANCE SHEET

December 31, 2012

Blacktnor
BTC Holdings,  Telesphere G ications,  Eliminating  Consolidated
Ine. Software, Inc. Inc. Entries Balances
CURRENT ASSETS
Cash and cosh equivilents L a3 5 416491 0§ 624,917 % 5 L0AL7LY
Subscriber accounts receivalile - 678,119 678,119
Settlement and access accounts
receivable - . 23999 - 239,99
Other accounts receivable, net - 340963 8476 319,439
Accounts recelvable, affiliate . 20,656 146,579 (136,948) 30,207
Material and supplies - : 97,732 97.732
Other current assets - 5.46H 50,890 56,758
Total current assets 303 I8 LA46,704 [136.948) 2494,002
NONCURRENT ASSETS
Investment in affiliates 4372317 (4.372,317) .
Investment tn nonaffilates - - 585,840 - 585,840
Intangible assets - 1,079 286,631 287,710
Goodwill . . 836,972 836,972
Deferved income taxes 50,221 (50,221) .
$ 422,538 1,079 1,709,443 (4.422,538) 1710522
PROPERTY, PLANT, AND
EQUIPMENT
MNonregulated plant inservice - 2H6,255 12,791,484 - 13,077,739
Nonregulated plant under construction . 125,037 - 125,037
286,255 12,916,521 - 13,202,776
Less accumulated depreciation
and amartization - 220,881 7.899.327 - 8,120,208
65,374 5,017,194 - 5082568

$ 4422841 $ 850431 $§  B573341

§(4,559,86) $ 9,287,127




BLACKFOOT TELEPHONE COOPERATIVE, INC.
BTC HOLDINGS, INC. CONSOLIDATED BALANCE SHEET

December 31, 2012
Blackfoot

BTC Holdings,  Telesphere G ications,  Eliminaming  Consolidated
Inc. Soltware, Inc. Inc. Entries Balances
CURRENT LIARILITIES
Accounts payable, gencral 4 - % 133700 % 367,042 % - § 500742
Accounts payable, affiliates 136,948 . (136,948) -
Advance billing and customer
deposits - - 458,213 . 458,213
Current maturities of long-
term debt . 250,000 654,377 - 904,377
Other acorued liabilities - 195,640 103,678 - 299318
Accrued interest pavable - - 1,701 - 1,701
Income taxes payable 150 - 4314 - 4,464
Total current liabilities 137,098 579,340 1,589,325 [136,948) 2,168,815
LONG-TERM DEBT, net of
current portion - 500,000 1,937,974 : 2,437,974
OTHER DEFERRED CREDITS
Other deferred credits - - 308,979 - 308,979
Deflerred income tax - - 135,837 (50,221) 5,616
Total deferved eredits - - 144,816 (50,221) 394,595
MEMBERS' EQUITY
Capital stock 15,642,000 6,450,000 9,182,000  (15,632,000) 15,642,000
Additional paid-in capital - 263,224 - (263,224) -
Retained deficit {11,356,257)  (6.942,133) (4,580.774) _ 11522907 (11,356,257
4,285,743 (228,909) 4,601,226 (4,372.317) 4,285,743

$ 4422841 § 850431 $ 8,573,341  $(4.559.486) $ 9.287.127




BLACKFOOT TELEPHONE COOPERATIVE, INC.
BTC HOLDINGS, INC. CONSOLIDATED STATEMENT OF INCOME

Operating revenues
lLocal
Interstate
Intrastate
Long distance
Customer premise equipment
Diita services
Security
Telesphere software
Miscellaneous
Uncollectible revenus

Operating Expenses
Plant specific operations
Plant nonspecific operations
Cost of goods sold - Telesphere
Cost of goods sold - Data
Cost of goods sold - Security
Cost of goods sold - CPE
Depreciation and amartization
Customer operations
Corporate operations
Other operating taxes

Operating marging

Nonoperating income (expense)
Interest and dividend income
Loss on disposal of assets
Interest expense
Other nonoperating expense
Incoime from subsidiary

Tnoome [ loss ) belore tases
LITIRRTTTTON |

s bt [.-\;:umn- |

MNEE e

Year Ended Decemmber 31, 2012

Blackfoot
BTC Holding Telesphere  C ions,  Eliminating  Consolidated
Inc. Software, Inc. Ine. Entries Balances

$ 3 - ' 2,794,552 % $ 2,794,552
- - 433,613 433,613
347,839 - 387,839

. 259,739 . 259,739

L 200,904 . 200,904

- 3,656,055 - 3,656,055

E 139,642 . 139,642

2,249,859 - - 2,249,859

- 1,180,861 1,180,861
- 1,208 (71.166) (69.958)

= 2,251,067 8,982,039 11,233,106

- 88,751 2,573,086 . 2,661,837

- - 750,615 . 750.615
1,081,368 - - 1,081,368

- 1,906,563 - 1,906,563

= = 142,085 - 142,085

- - 118,532 118,532

- 40,940 1,065,320 . 1,106,260
130,598 257,320 1,409,801 - 1,797,719
- 374,182 879,576 . 1,253,758

- 1,070 62,472 . 63,542
130,598 1,843,631 8,908,050 10,882,279
(130,598) 407.436 73,989 - 350,827
- 22,523 22523

- - (74,418) (74,448)
- (20,221) (49.720) (69,941)

. (6.667) . (6.667)
120,079 - - (120,079) -
420,079 {26,008) (101,645) (420,079) (126.533)
THY AR 3R0518 (27.650) (420.079) 2R 2N

SLOT

[14.796)

B1.083

117254
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REPORT OF INDEPENDENT AUDITORS ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF
FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT
AUDITING STANDARDS

Board of Trustees
Blacktoot Telephone Cooperative, Inc.

We have audited the consolidated financial statements of Blackfool Telephone Cooperative, Inc
(Cooperative) and its subsidiaries as of and for the year ended December 31, 2012, and have issued our
report thereon dated February 28, 2013. We conducted our audit in accordance with auditing standards
generally accepted in the United States of America and the standards applicable to financial audits
contained tn Government Auditing Standards, issued by the Comptroller General of the United States.

Internal Control over Financial Reporting

Management of Blackfoot Telephone Cooperative, Inc. and its subsidiaries is responsible for establishing
and maintaining effective internal control over financial reporting. In planning and performing our
audit, we considered the Cooperative’s internal control over financial reporting as a basis for designing
our auditing procedures for the purpose of expressing our opinion on the consolidated financial
statements, but not for the purpose of expressing an opinion on the effectiveness of the Cooperative's
internal control over financial reporting. Accordingly, we do not express an opinion on the effectiveness
of the Cooperative's internal control over financial reporting.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent or
detect misslatements on a timely basis. A material weakness is a deliciency or combination of
deficiencies in internal contral, such that there is a reasonable possibility that a material misstatement
of the entity's consolidated financial statements will not be prevented, or detected and corrected on a
timely basis,

Our consideration ol internal contral over linancial reporting was for te limited purpose described in
the livst pavagraph of this section and was not designed to identity all deficiencies in internal control
that might be signilicont deficiencies o material weaknesses. We did not identity any deficiencies in

nternal control over lnanclal reporting that we consider to be material weaknesses, as defined above



REPORT OF INDEPENDENT AUDITORS ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF
FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT
AUDITING STANDARDS (continued)

Compliance and Other Matters

As part of oblaining reasonable assurance about whether the Cooperative’s consalidated financial
statements are [ree of material misstatement, we performed tests of its compliance with certain
provisions of laws, regulations, contracts, and grant agreements, noncompliance with which could have
a direct and material effect on the determination of consolidated financial statement amounts. However,
providing an opinion on compliance with those provisions was not an objective of our audit, and
accordingly, we do not express such an opinion. The results of our tests disclosed no instances of
noncompliance or other matters that are required to be reported under Government Auditing Standards.

We noted certain matters that we reported to management of the Cooperative in the audit fieldwork exit
conference.

This report is intended solely for the information and use of the Board ol Trustees, management, others
within the entity, the Rural Utilities Service, and supplementary lenders, and is not intended to be, and
should not be used by anyone other than these specified parties,

o o UK

Spokane, Washington
February 28, 2013



INDEPENDENT AUDITOR’'S MANAGEMENT LETTER

Board of Trustees
Blackfoot Telephone Cooperative, Inc.

We have audited the consolidated financial statements of Blackfoot Telephone Cooperative, luc.
(Cooperative) and its subsidiaries for the year ended December 31, 2012, and have issued our report
thereon dated February 28, 2013. We conducted our audit in accordance with auditing standards
generally accepted in the United States of America, the standards applicable to financial audits contained
in Government Auditing Standards issued by the Comptroller General of the United States, and 7 CFR
1773, Policy on Audits of Rural Utilities Service Borrowers. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the consolidated financial statements
are free of material misstatement,

in planning and performing our audit of the consolidated financial statements of the Coaperative and its
subsicharies for the year ended December 31, 2012, we considered its internal control over financial
reporting as a basis for designing our auditing procedures for the purpose of expressing an opinion on
the consolidated financial statements, but not for the purpose of expressing an opinion on the
effectiveness of the Cooperative’s internal control over financial reporting. Accordingly, we do not
express an opinion on the effectiveness of the Cooperative's internal control over financial reporting.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent or
detect misstatements on a timely basis. A material weakness is a deficiency, or combination of
deficiencies, in internal control, such that there is a reasonable possibility that a material misstatement
of the entity's consolidated financial statements will not be prevented, or detected and corrected on a
timely basis.

Our consideration of internal control over linancial reporting was for the limited purpose described in
the first paragraph of this section and was not designed to identify all deficiencies in internal control
that might be significant deficiencies or material weaknesses. We did not identify any deficiencies in
internal control over lancial repovting that we consider to be material weaknesses, as defined above



INDEPENDENT AUDITOR'S MANAGEMENT LETTER

(continued)

7 CFR 1773.33 requires comments on specific aspects of the internal control over financial reporting,
compliance with specific RUS loan and security instrument provisions, and other additional matters. We
have grouped our comments accordingly. In addition to obtaining reasonable assurance about whether
the consolidated financial statements are free from material misstatements, at your request, we
performed tests of specific aspects of the internal control over financial reporting, of compliance with
specific RUS loan and security instrament provisions, and of additional matters. The specific aspects of
the internal control over financial reporting, compliance with specific RUS loan and security instrument
provisions, and additional matters tested include, among other things, the accounting procedures and
records, compliance with specific RUS loan and security instrument provisions set forth in 7 CFR
1773.33(e)(2) and related party transactions and investments. In addition, our audit of the consolidated
linancial statements also included the procedures specified in 7 CFR Part 1773.38-.45. Our objective
was not to provide an opinion on these specific aspects of the internal control over financial reporting,
compliance with specific RUS loan and security instrument provisions, or additional matters, and
accordingly, we express no opinion thereon.

No reports (other than our independent auditor’s report, and our independent auditor’s report on
internal control over financial reporting and on compliance and other matters, all dated February 28,
2013) or summary of recommendations (other than the audit fieldwork exit conference) related to our
audit have been furnished to management.

Our comments on specific aspects of the internal control over linancial reporting, compliance with
specific RUS loan and security instrument provisions, and other additional matters as required by 7 CFR
1773.33 are presented below,

COMMENTS ON CERTAIN SPECIFIC ASPECTS OF THE INTERNAL CONTROL OVER FINANCIAL
REPORTING

We noted no matters regarding the Cooperative’s internal control over financial reporting and its
operation that we consider to be a material weakness as previously defined with respect to:
o Theaccounting procedures and records;

e The process for accumulating and recording labor, material, and overhead costs, and the
distribution of these costs to construction, retirement, and maintenance or other expense accounts;
and

" The materials contral,



INDEPENDENT AUDITOR'S MANAGEMENT LETTER
(continued)

COMMENTS ON COMPLIANCE WITH SPECIFIC RUS LOAN AND SECURITY INSTRUMENT PROVISIONS

AL your request, we have performed the procedures enumerated below with respect to compliance with

certain provisions ol laws, regulations, contracts, and grants.  The procedures we performed are

summarized as follows:

*  Procedures performed with respeet to the requirement for a borrower to obtain written approval
of the mortgagee to enter into any contract, agreement, or lease between the borrower and an
affiliate for the year ended December 31, 2012, of the Cooperative:

~  Obtained and read a borrower-prepared schedule of new written contracts, agreements, or
leases between the borrower and an affiliate as defined in 7 CFR 1773.33(e)(2)(i).

Reviewed Board of Trustees’” minutes to ascertain whether Board-approved written contracts
are included in the borrower-prepared schedule.

- Noted the existence of written RUS approval of each contract listed by the borrower.

*  Procedure peiformed with respect to the requirement to submit the Operating Report for
Telecommunicetions Borrowers to the RUS:

= Agreed amounts reported in the Operating Report for Telecommunications Borrowers to the
Cooperative's records.

The results of our tests indicate that, with respect to the items tested, the Cooperative complied, in all
material respects, with the specific RUS loan and security instruments provisions referred to below. The
specilic provisions tested, as well as any exceptions noted, include the requirements that:

*  The borrower has obtained written approval of the RUS to enter into any contract, agreement, or
lease with an affiliate as defined in 7 CFR 1773.33(e)(2)(i); and

*  The borrower has submitted its Operating Report for Telecommunications Borrowers to the RUS, as
of December 31, 2012, represented by the borrower as having been subimitted to the RUS is in
agreement with the Cooperative's audited records, in all material respects, and appears reasonable
based on the avdit procedures performed.

COMMENTS ON OTHER ADDITIONAL MATTERS

In conpection with our audit of the consolidated financial statements of the Cooperative ane ity
subsidiaries, nothing came to our attention that caused us to belicve the Coaperative lailed 1o comply

with respect to

. he recvmcilatom ol continning property records o the controlling penoral ledeer plant accounts
L | : 1 - . ]
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INDEPENDENT AUDITOR’S MANAGEMENT LETTER

(continued)

*  The clearing of construction accounts and the accrual of depreciation on completed construction
addressed at 7 CFR 1773.33(c)(2);

*  The retirementof plant addressed at 7 CFR 1773.33(c)(3) and (4);

*  The approval of the sale, lease, ov transfer of capital assets and disposition ol proceeds for the sale
or lease of plant, material, or scrap addressed at 7 CFR 1773.33(¢)(5);

*  The disclosure of material-related party transactions for the year ended December 31, 2011, in the
financial statements referenced in the first paragraph of this report addressed at 7 CFR 1773.33(e);
and

*  The detailed schedule of investments.

Qur audit was made for the purpose of forming an opinion on the basic consolidated financial
statements taken as a whole. The detailed schedule of investments in affiliated companies required by 7
CFR 1773.33(i), and attached to this letter, is presented for purposes of additional analysis and is not 4
required part of the basic consolidated financial statements. This information has been subjected to the
auditing procedures applicd in our audit of the basic consolidated financial statements and, in our
opinion, is fairly stated, in all material respects, in relation to the basic consolidated financial statements
taken as whole.

See attached Schedule of Investments in Affiliated Companies.
This report is intended solely [or the information and use of the Board of Trustees, management, others

within the entity, the RUS, and supplementary lenders and is not intended to be, and should not be used
by anyone other than these specified parties.

Wpsr o WX

Spokanc, Washington
Febryary 28, 20132

T



BLACKFOOT TELEPHONE COOPERATIVE, INC.

RUS SCHEDULE OF INVESTMENTS IN AFFILIATED COMPANIES

Oviginal investment cost

Issuance of addirional stocl

Dividends received

Merger of subsidiary retained earnings into the Cooperative
Undistributed earnings as of December 31, 2011

Book value of investment as of December 31, 2011

Issuance of additional stock
Undistributed earrings as of December 31, 2012

Book value of investment as of December 31,2012

BTC Holdings,
Inc.

$ 13,019,662
6,000,000
(4,700,000)
(7,175,606)

(4,197,865]

2,946,191

1,000,000
339,552

34285743

The Cooperative owns 100% of the stock of BTC Holdings, Inc. and consolidates its investment. BTC
Holdings, Inc. is a helding company owning 100% of the stock of Telesphere Software, Inc. and Blackfoot

Communications, Inc. BTC Holdings, Inc. consolidates these investments.

Blackfoot Communications, Inc. provides competitive local exchange services within Missoula and is also

an Internet service provider.

Telesphere Software, Inc. provides sales, support of computer software systems, and service bureau

management of carrier access billings.
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